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Report  Summary 


Department  of  Commerce 


This  audit  report  is  the  resuh  of  our  financial-compliance  audit 
of  the  Department  of  Commerce  (department)  for  the  two  fiscal 
years  ended  June  30,  2005. 


The  report  contains  seven  recommendations  to  the  department.  The 
previous  audit  report  contained  four  recommendations.  The 
department  implemented  all  four  recommendations. 

We  issued  an  unqualified  opinion  on  the  financial  schedules 
contained  in  this  report.  This  means  the  reader  may  rely  on  the 
presented  financial  information  and  the  supporting  data  on  the 
accounting  system. 


Recommendation  #1 


The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 

We  recommend  the  department: 

A.  Correctly  record  federal  revenue  and  expenditures. 

B.  Record  activity  in  the  correct  fund  according  to  state  law ! 


Agency  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  department  follow  state  accounting  policy  when 
reversing  accruals 8 


Agency  Response:  Concur.  See  page  B-3. 


Recommendation  #3 


We  recommend  the  department  ensure  the  assets  and  liabilities 
recorded  on  SABHRS  are  valid 9 


Agency  Response:  Concur.  See  page  B-4. 
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Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


Recommendat ion  #7 


We  recommend  the  department  and  the  commission  ensure  the  gift 
store  inventory  is  recorded  on  the  accounting  records  as  required  by 
state  law 10 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  department: 

A.  Require  the  commission  to  report  all  employee  compensation, 
including  the  value  of  free  housing. 

B.  Report  the  value  of  free  housing  as  taxable  income  for  the 
affected  employees  to  the  federal  and  state  governments 11 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  accurately  report  current  year 
distributions  on  the  Community  Development  Block  Grant 
Performance  and  Evaluation  Report 12 

Agencv  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  develop  and  implement  procedures 
to  ensure  it  complies  with  federal  requirements  prohibiting 
contracting  with  suspended  and  debarred  entities 13 

Agencv  Response:  Concur.  See  page  B-5. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Commerce  (department)  for  the  two  fiscal  years  ended  June  30, 
2005.  The  accompanying  financial  schedules  include  activity  that  is 
audited  separately  by  us.  These  audits  are  the  Board  of  Housing 
(audit  reports  05-07,  04-07),  the  Board  of  hivestments  (audit  reports 
05-04,  04-03),  and  the  Montana  Facility  Finance  Authority  (audit 
report  04-12).  These  reports  are  available  on  request. 


The  objectives  of  this  audit  were  to: 

1 .  Determine  whether  the  department  complied  with  applicable 
state  and  federal  laws  and  regulations. 

2.  Make  recommendations  for  improvement  of  management  and 
internal  controls. 

3.  Determine  whether  the  department's  financial  schedules  for  the 
two  fiscal  years  ended  June  30,  2005  present  fairly  the  results  of 
operations. 

4.  Determine  the  status  of  prior  audit  recommendations. 

This  audit  report  contains  seven  recommendations  intended  to 
improve  the  department's  compliance  with  state  law,  state  policy  and 
federal  regulations.  In  accordance  with  section  5-13-307,  MCA,  we 
have  disclosed  the  cost,  if  significant,  of  implementing  these 
recommendations. 

In  accordance  with  section  17-8-101,  MCA,  we  reviewed  the  Internal 
Service  Funds  fees,  charges  for  services  and  fiand  equity  balances. 
Based  upon  our  review,  the  department  is  in  compliance  with  this 
law. 


Background 


The  Department  of  Commerce  is  responsible  for  encouraging  and 
promoting  economic  and  community  development.  The  department 
consists  of  eight  divisions  and  several  entities  attached  to  the 
department  for  administrative  purposes.  The  Board  of  Housing, 
Montana  Facility  Finance  Authority,  Board  of  Research  and 
Commercialization  Technology,  Board  of  Investments,  Coal  Board, 
Hard  Rock  Mining  Impact  Board  and  Montana  Heritage  Preservation 
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and  Development  Commission  are  administratively  attached  to  the 
department.  The  following  is  a  description  of  the  various  divisions 
and  entities  comprising  the  department. 

Director's  Office/Management  Services  Division  -  consists  of  two 
programs.  The  Director's  Office  administers  the  department  and  its 
divisions  by  providing  executive,  administrative,  legal,  and  policy 
guidance.  The  Management  Services  Division  provides  internal 
support  to  all  department  divisions  such  as  budgeting,  accounting, 
purchasing,  contracting,  personnel  administration,  payroll,  and 
training.  The  division  also  provides  analysis,  development, 
maintenance,  and  supervision  of  department  data  processing  systems 
and  hardware.  The  division  is  budgeted  for  16.50  FTE. 

Montana  Promotion  Division  -  is  responsible  for  promoting  a 
positive  image  of  the  state  through  advertising,  publicity  and 
international  and  domestic  group  travel,  as  well  as  printing  and 
distribution  of  publications  and  marketing  to  film  production 
companies.  The  division  is  budgeted  for  27  FTE. 

Business  Resources  Division  -  includes  programs  to  enhance 
Montana's  economic  and  business  climate,  assist  businesses  and 
communities  in  achieving  economic  prosperity,  and  build  the 
economic  base  of  Montana  through  business  creation,  expansion,  and 
retention  efforts.  The  division  is  budgeted  for  28.5  FTE. 

Community  Development  Division  -  works  with  federal,  state,  and 
local  governments  and  the  private  sector  in  areas  of  community 
development.  The  division  provides  financial  and  technical 
assistance  through  two  primary  programs.  These  include  the 
Community  Development  Block  Grant  Program  (CDBG)  and 
Treasure  State  Endowment  Program  (TSEP).  The  Coal  Board  and 
the  Hard  Rock  Mining  Impact  Board  and  their  respective  operations 
are  also  administered  in  this  division.  The  division  is  budgeted  for 
13  FTE. 
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Montana  Facility  Finance  Authority  -  issues  tax-exempt  bonds  for 
eligible  facilities  at  interest  rates  significantly  below  those  that  would 
be  ayailable  at  taxable  bond  rates.  Eligible  facilities  include,  but  are 
not  limited  to,  acute  care  hospitals,  nursing  homes,  assisted  living 
facilities,  retirement  facilities,  outpatient  centers,  homes  for  persons 
with  deyelopmental  or  mental  disabilities,  chemical  dependency 
centers,  and  pre-release  centers.  The  authority  is  budgeted  for  2 
FTE. 

Board  of  Investments  -  has  the  sole  authority  to  invest  state  funds  in 
accordance  with  the  Montana  Constitution  and  statutory 
requirements.  The  board  manages  seven  investment  portfolios:   1 ) 
the  All  Other  Funds  portfolio;  2)  Montana  Domestic  Equity  Pool;  3) 
Short-Term  Investment  Pool;  4)  Trust  Funds  Bond  Pool;  5) 
Retirement  Funds  Bond  Pool;  6)  Montana  International  Equity  Pool; 
and  7)  Montana  Private  Equity  Pool.  The  board  also  administers 
several  programs  in  the  Enterprise  Fund,  which  issue  bonds  to  assist 
local  governments,  cities,  and  school  districts,  or  to  provide  funds  to 
improve  the  state's  economy.  The  Board  is  budgeted  for  34  FTE. 

Board  of  Research  and  Commercialization  Technology  -  was  created 
to  provide  a  predictable  and  stable  source  of  funding  for  research  and 
commercialization  projects;  expand  and  strengthen  research  efforts 
for  the  state's  basic  industries  to  increase  their  economic  impact  on 
the  state's  economy;  and  expand  research  efforts  into  areas  beyond 
the  scope  of  the  state's  basic  industries.  The  board  is  budgeted  for  2 
FTE. 

Housing  Division  -  administers  the  federal  Section  8  Housing 
Programs,  which  provide  rent  subsidies  to  eligible  low-income 
families  and  individuals.  The  Montana  Home  Investment 
Partnership  Program  (HOME)  provides  funds  to  strengthen  public/ 
private  partnerships  to  provide  more  affordable  housing.  The  Board 
of  Housing  helps  provide  decent,  safe,  sanitary,  and  affordable 
housing  to  lower  income  individuals  and  families.  Board  of  Housing 
moneys  are  made  available  through  issuance  of  revenue  and  general 
obligation  bonds.  The  division  is  budgeted  for  45  FTE. 
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Montana  Heritage  Preservation  &  Development  Commission  - 
manages  certain  state  owned  historic  properties  located  at  Virginia 
City,  Nevada  City,  and  Reeder's  Alley.  The  commission  is  budgeted 
for  24.25  FTE. 

Montana  Council  on  Developmental  Disabilities  -  an  advisory  group 
appointed  by  the  Governor  to  provide  increased  independence, 
integration  and  productivity  for  persons  with  developmental 
disabilities.  The  council  was  administratively  attached  to  the 
department  through  January  2004.  hi  Januarv'  2004.  the  council 
became  a  non-profit  corporation  separate  from  the  state. 


Prior  Audit  We  performed  the  prior  audit  of  the  department  for  the  two  fiscal 

Recommendations  yggrs  ended  June  30,  2003.  The  report  contained  four 

recommendations.  The  department  implemented  all  four 

recommendations. 
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Accounting  Issues 


Revenue,  Expenditure,  and 
Funds  Classifications 


We  reviewed  various  programs  and  activities  and  noted  the 
department  made  several  accounting  errors  related  to  the  following 
four  activities.  These  errors  primarily  resulted  from  a  program  or 
accounting  change. 

The  department  made  errors  when  recording  financial  acti\it>' 
related  to  federal  revenues,  expenditures  and  indirect  cost 
recoveries. 


Section  8  Voucher  Program  -  The  department  receives  a  federal 
grant  for  its  Section  8  voucher  program.  Funds  are  spent  for 
administration  costs,  subgrants  to  housing  authorities  to  pay  the  costs 
of  determining  eligibility  of  applicants,  and  housing  assistance 
payments.  Effective  fiscal  year  2003-04,  the  department  started 
recording  the  activity  as  Benefits  and  Claims  based  on  discussions 
with  our  office  during  the  prior  audit.  During  the  current  audit,  we 
reviewed  this  activity  and  state  policy  and  determmed  the  portion 
subgranted  to  housing  authorities  should  be  coded  as  Grants.  As  a 
result,  in  fiscal  year  2003-04  on  the  Schedule  of  Expenditures  & 
Transfers-Out,  Benefits  &  Claims  from  Federal  Sources  is  overstated 
by  $1 ,5 1 1 ,803  and  Grants  fi^om  Federal  Sources  is  understated  by  the 
same  amount  in  the  Housing  Division.  The  department  correctly 
recorded  the  activity  in  fiscal  year  2004-05. 


Montana  Council  on  Developmental  Disabilities  (MCDD)  -  MCDD 
advises  the  state  and  other  entities  on  programs  for  persons  with 
developmental  disabilities  and  provides  assistance  in  the 
administration  of  these  federal  programs.  MCDD  was 
administratively  attached  to  the  department  during  the  beginning  of 
our  audit  period  and  was  a  non-profit  organization  separate  from  the 
state  during  the  remaining  part  of  the  audit  period.  According  to 
state  policy,  as  part  of  the  state,  the  expenditures  should  be  coded  to 
the  appropriate  expenditure  object  depending  on  what  the  activity  is. 
As  a  non-profit  organization,  the  department  is  a  pass-through  entity 
and  all  expenditures  should  be  recorded  as  Grants.  The  department 
coded  all  the  activity  to  benefits  and  claims.  Department  personnel 
stated  they  thought  benefits  and  claims  was  appropriate  coding  since 
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the  money  was  going  to  an  organization  that  provides  services  to 
people  with  developmental  disabilities.  As  a  result,  on  the  fiscal  year 
2003-04  Schedule  of  Expenditures  &  Transfer-Out,  Benefits  & 
Claims  from  Federal  Sources  is  overstated  by  $2 1 0,495  and  Grants 
from  Federal  Sources  is  understated  by  the  same  amount  in  the 
Director  and  Management  Services  Division. 

In  fiscal  year  2004-05,  the  department  attempted  to  correct  this 
activity  by  recording  the  activity  as  contracted  services.  As  a  result, 
on  the  fiscal  year  2004-05  Schedule  of  Expenditures  &  Transfer-Out, 
Other  Services  is  overstated  by  $425,419  and  Grants  from  Federal 
Sources  is  understated  by  the  same  amount  in  the  Director  and 
Management  Services  Division. 

Temporarv  Assistance  to  Needy  Families  (TANF)  Revolving  Loan  - 
The  Department  of  Public  Health  and  Human  Services  loans  fiinds  to 
needy  families  to  assist  them  with  the  closing  costs  charged  when 
buying  a  house.  The  Board  of  Housing  records  the  loan  receivable 
and  receives  the  principal  and  interest  payments  on  the  loans. 
During  the  audit  period,  the  Department  of  Commerce  did  not  record 
the  value  of  new  loans  made  as  federal  revenue.  They  recorded  the 
activity  as  Grants,  Contracts,  Donations,  and  Abandonments. 

According  to  state  policy,  the  Grants,  Contracts,  Donations,  and 
Abandonment's  revenue  class  should  be  used  for  revenue  from  these 
types  of  activities,  unless  it  is  from  a  federal  source,  in  which  case  it 
should  be  recorded  to  the  Federal  Revenue  class.  As  a  result,  on  the 
fiscal  year  2003-04  and  2004-05  Schedules  of  Revenues  &  Transfer- 
In  in  the  Enterprise  Fund,  Grants,  Contracts,  Donations,  and 
Abandonments  is  overstated  by  $258,225  and  $159,128, 
respectively.  Federal  Revenue  in  this  ftmd  is  understated  by  the 
same  amount  each  year. 

Indirect  Cost  Recoveries  -  The  department  operates  an  internal 
service  fund  to  charge  each  division  its  portion  of  both  departmental 
and  federal  indirect  costs.  Prior  to  fiscal  year  2003-04,  the 
department  coded  the  indirect  cost  revenue  in  the  internal  service 
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fund  to  accounts  that  distinguished  between  federal  indirect  cost 
recoveries  and  those  from  non-federal  sources.  In  fiscal  year 
2003-04,  the  department  wanted  to  simplify  the  accounting  from 
eleven  accounts  to  one,  by  recording  all  the  indirect  cost  revenue  to 
one  account  in  the  Charges  for  Services  revenue  class.  This  change 
discontinued  the  use  of  the  distinguishing  accounts  and  caused  the 
accounting  records  to  not  properly  identity  the  federal  portion.  As  a 
result,  in  fiscal  year  2003-04,  on  the  Schedule  of  Revenues  & 
Transfers-In.  Federal  hidirect  Cost  Recoveries  are  understated  by 
$199,602,  and  Charges  for  Services  are  overstated  by  the  same 
amount  in  the  Internal  Service  Fund. 

During  fiscal  year  2004-05,  we  discussed  this  activity  with  the 
department  and  they  made  a  correcting  entry.  However,  they  did  not 
include  the  federal  indirect  cost  recoveries  received  from  the  Section 
8  programs.  As  a  result,  on  the  fiscal  year  2004-05  Schedule  of 
Revenues  &  Transfers-In,  Federal  Indirect  Cost  Recoveries  is 
understated  by  S99,454  and  Charges  for  Services  is  overstated  by  the 
same  amount  in  the  Internal  Service  Fund. 

Board  of  Housing  federal  grant  -  Dunng  tlscal  year  2004-05,  the 
Board  of  Housing  received  federal  grant  funds  and  recorded  them  in 
an  enterprise  fund.  Section  17-2-102,  MCA,  describes  enterprise 
funds  as  accounting  for  operations  that  are  operated  in  a  manner 
similar  to  a  private  business  where  costs  of  operations  are  recovered 
through  user  charges.  The  federal  grant  funds  received  do  not  meet 
the  definition  of  an  enterprise  fund  and  should  be  recorded  in  a 
federal  special  revenue  fund. 

As  a  result,  on  the  fiscal  year  2004-05  Schedule  of  Revenues  & 
Transfers-In,  Federal  Revenues  are  overstated  in  the  Enterpnse  Fund 
by  $1 17,538  and  understated  in  the  Federal  Special  Revenue  Fund  by 
the  same  amount.  On  the  fiscal  year  2004-05  Schedule  of 
Expenditures  &  Transfers-Out  in  the  Housing  Division,  expenditures 
from  the  Enterprise  Fund  and  Federal  Special  Revenue  Fund  are 
overstated  and  understated,  respectively,  by  $1 17,538. 


Page  7 


Findings  and  Recommendations 


Recommendation  #1 


We  recommend  the  department: 

A.  Correctly  record  federal  revenue  and  expenditures. 

B.  Record  activity  in  the  correct  fund  according  to  state  law. 


Prior  Year  Expenditures 


The  department  incorrectly  recorded  transactions  related  to 
prior  expenditure  accruals. 


During  fiscal  year  2004-05.  the  department  wrote  off  several 
expenditure  accruals  that  were  originally  recorded  in  fiscal  year 
2002-03.  The  department  reversed  the  accruals  using  the  prior  year 
expenditures  account.  State  accounting  policy  requires  accruals  that 
are  older  than  two  years  to  be  offset  to  fund  balance  rather  than 
expenditures.  Department  personnel  stated  they  reviewed  state 
policy  and  thought  they  were  appropriately  recording  the  entries  by 
using  prior  year  expenditures.  As  a  result,  on  the  fiscal  year  2004-05 
Schedule  of  Expenditures  &  Transfers-Out,  Grants  from  State 
Sources  and  Pnor  Year  Expenditures  &  Transfers-Out  are  overstated 
by  S(626,406)  in  the  Community  Development  Division.  On  the 
Schedule  of  Changes  in  Fund  Balance,  Direct  Entries  to  Fund 
Balance  is  understated  by  $(626,406)  and  Prior  Year  Expenditures 
are  overstated  by  the  same  amount. 


Recommendation  #2 


We  recommend  the  department  follow  state  accounting  policy 
when  reversing  accruals. 


Unsupported  Liability 
Account  Balances 


The  Home  Investment  Partnership  (HOME)  program  carried 
two  invalid  liabilities  for  at  least  two  fiscal  years  on  its 
accounting  records. 


The  department's  HOME  program  earned  a  balance  of  Sll  .434  in 
Property  Held  in  Trust  as  of  June  30,  2003,  2004,  and  2005.  This 
balance  was  created  because  the  HOME  program  received  program 
income  from  a  participant.  The  department  planned  to  reduce  the 
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next  reimbursement  from  the  federal  government  by  the  amount  of 
the  program  income  received.  However,  this  balance  was 
overlooked  and  the  liability  has  been  on  the  records  throughout  fiscal 
years  2003-04  and  2004-05. 

The  HOME  program  also  had  balance  of  $12,914  in  Due  to  the 
Federal  Government  as  of  June  30,  2003,  2004,  and  2005. 
Management  Services  personnel  appropriately  recorded  the  liability, 
following  state  policy  during  the  2002-03  fiscal  year  end  process. 
Department  personnel  should  have  reversed  the  liability  in  fiscal  year 
2003-04.  However,  this  balance  was  also  overlooked  and  remained 
on  the  accounting  records  through  fiscal  year  2003-04  and  2004-05. 

According  to  state  law  the  department  is  required  to  record  all 
transactions  on  its  accounting  system  before  the  accounts  are  closed 
at  the  end  of  the  fiscal  year  to  present  the  receipt,  use  and  disposition 
of  all  money  and  property  for  which  it  is  responsible  in  accordance 
with  Generally  Accepted  Accounting  Principles.  The  department 
should  have  procedures  in  place  to  periodically  review  its  asset  and 
liability  accounts  on  the  State  Accounting  Budgeting  and  Human 
Resource  System  (SABHRS)  to  verify  that  the  recorded  assets  and 
liabilities  are  valid. 


Recommendation  #3 


We  recommend  the  department  ensure  the  assets  and  liabilities 
recorded  on  SABHRS  are  valid. 


Montana  Heritage 
Commission 


In  1997,  the  State  of  Montana  purchased  the  historic  properties  at 
Virginia  and  Nevada  Cities.  Subsequent  to  this  purchase,  Reeder's 
Alley,  in  Helena,  was  also  donated  to  the  Montana  Heritage 
Commission  (commission).  The  commission  was  created  in  1997  to 
promote,  preserve  and  manage  these  state  owned  properties.  The 
following  two  issues  discuss  ways  commission  operations  at  Virginia 
City  could  be  improved. 
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Gift  Shop  Inventory 


The  inventory  at  the  Virginia  Cit>'  Gift  Store  is  not  recorded  on 
the  state's  accounting  records  by  the  end  of  the  fiscal  year. 


The  commission  operates  a  gift  shop  in  Virginia  City.  It  sells  a 
variety  of  tourist  items  such  as  shirts,  magnets,  books,  and  postcards. 
The  commission  takes  an  inventory  of  the  items  in  the  gift  store  at 
the  close  of  the  season  every  September.  An  inventory  or  estimate  is 
not  taken  at  the  state's  fiscal  year  end;  therefore  the  value  is  not 
recorded  as  an  asset  on  the  accounting  records.  Based  on  the 
September  2004  inventory,  we  estimate  the  June  30  inventory  is 
approximately  $10,000. 

Commission  employees  stated  the  month  of  June  is  during  the  busy 
season  and  staff  is  not  available  to  take  an  inventory  prior  to  fiscal 
year  end.  Department  personnel  stated  they  did  not  receive  an 
inventory  value  from  the  commission  and  the  activity  is  recorded  on 
the  accounting  records  as  Goods  Purchased  for  Resale. 


State  law  requires  the  commission  to  input  all  necessary  transactions 
to  the  accounting  system  before  the  accounts  are  closed  at  the  end  of 
the  fiscal  year  to  appropriately  reflect  the  commission's  activity. 


Recommendation  #4 


We  recommend  the  department  and  the  commission  ensure  the 
gift  store  inventory  is  recorded  on  the  accounting  records  as 
required  by  state  law.  


Rental  Housing 


The  commission  provided  three  employees  a  rent-free  residence 
and  did  not  report  this  compensation  to  the  federal  or  state 
governments. 


In  June  of  2004,  the  commission  hired  a  full  time  employee  and 
provided  him  a  residence  in  one  of  the  buildings  the  commission 
owns.  Additionally,  in  2005  the  commission  hired  an  intern  and  a 
short-term  worker.  During  their  employment,  they  also  shared  a 
house  belonging  to  the  commission.  These  housings  were  provided 
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free  of  charge  and  previously  rented  for  approximately  $300  to  $500 
a  month. 

Commission  management  stated  they  believed  the  arrangement 
added  additional  security  to  the  commission  properties  and  therefore 
did  not  qualify  as  additional  compensation  to  the  employees.  Based 
on  this,  they  did  not  inform  Management  Services  of  this  activity. 
Since  department  personnel  were  not  aware  of  the  housing 
arrangements,  they  did  not  report  the  additional  compensation  to  the 
federal  or  state  governments  in  calendar  year  2004. 

According  to  the  hitemal  Revenue  Service  Code,  fringe  benefits, 
such  as  free  housing,  should  be  included  in  the  mcome  of  employees 
unless  the  compensation  qualifies  for  exclusion.  We  reviewed  the 
circumstances  surrounding  the  free  housing  and  noted  they  did  not 
meet  the  definitions  of  any  of  the  exclusions.  Commission 
management  could  not  provide  supporting  documentation  showing 
the  additional  security  was  a  requirement  of  the  employees'  jobs. 

The  commission  should  provide  information  to  the  department  about 
employees  living  in  commission  housing  to  ensure  the  department 
appropriately  reports  total  compensation  for  each  of  the 
commission's  employees. 


Recommendation  #5 


We  recommend  the  department: 

A.  Require  the  commission  to  report  all  employee 
compensation,  including  the  value  of  free  housing. 

B.  Report  the  value  of  free  housing  as  taxable  income  for  the 
affected  employees  to  the  federal  and  state  governments. 
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Community  Development 
Block  Grant  Reporting 


The  department  did  not  accurately  complete  a  federal 
Performance  and  Evaluation  Report. 


Suspension  and 
Debarment 


The  Department  receives  Community  Development  Block  Grant 
(CDBG)  funds  from  the  department  of  Housing  and  Urban 
Development  (HUD).  The  department  grants  these  funds  to  cities 
and  counties  for  commimity  development  activities  such  as 
providing  decent  housing,  providing  a  suitable  living  environment, 
and  expanding  economic  opportunities,  for  persons  of  low-  and 
moderate-income. 

The  federal  government  requires  the  department  to  submit  a 
Performance  and  Evaluation  Report  every  year  to  account  for  CDBG 
funds  spent.  The  report  is  required  to  include  the  amounts 
distributed  to  each  city  or  county. 

We  reviewed  the  reports  for  the  years  ending  March  30,  2004  and 
March  30,  2005.  We  noted  several  mstances  where  the  distributed 
amount  was  incorrect.  Both  reports  included  distributions  that  either 
should  have  been  reported  on  the  previous  report  or  included  on  the 
subsequent  report. 


Recommendation  #6 

We  recommend  the  department  accurately  report  current  year 
distributions  on  the  Communit>  Development  Block  Grant 
Performance  and  Evaluation  Report^ 


The  department  does  not  have  controls  in  place  to  ensure 
subgrantees  are  not  debarred  and  suspended. 

The  HOME  program  grants  money  to  local  governments  and  to 
Community  Housing  Development  Organizations  to  expand  the 
supply  of  affordable  housing,  particulariy  for  low  and  very  low- 
income  individuals.  The  HOME  program  is  funded  through  a  federal 
grant  from  the  Department  of  Housing  and  Urban  Development  and 
as  such,  is  subject  to  federal  requirements.  Federal  regulations 
require  entities  subgranting  federal  awards  to  ensure  the  contracted 
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parties  are  not  debarred  or  suspended  from  participating  in  federal 
programs.  The  department  does  not  have  controls  in  place  to  ensure 
the  local  governments  or  Community  Housing  Development 
Organizations  which  they  contract  with  are  not  debarred  or 
suspended. 

Department  personnel  stated  they  primarily  grant  funds  to  local 
governments  and  did  not  believe  there  was  a  risk  these  entities  would 
be  debarred  or  suspended.  Department  personnel  also  noted  the 
Community  Housing  Development  Organizations  and  the  local 
governments  have  procedures  in  place  over  this  requirement  to 
ensure  the  recipients  to  whom  they  ultimately  grant  the  funds  are  not 
debarred  or  suspended  and  the  department  ensures  this  occurs 
through  their  monitoring.  However,  this  monitoring  does  not 
mitigate  the  risk  the  Community  Housing  Development  Organization 
or  local  government  is  not  debarred  or  suspended. 


Recommendation  #7 

We  recommend  the  department  develop  and  implement 
procedures  to  ensure  it  complies  with  federal  requirements 
prohibiting  contracting  with  suspended  and  debarred  entities. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 
John  W.  Northey,  Legal  Counsel 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IS  Audit  &  Operations 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 

The  Legislative  Audit  Committee 
Of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In.  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of 
the  Department  of  Commerce  for  each  of  the  fiscal  years  ended  June  30,  2004,  and  2005.  The 
information  contained  in  these  financial  schedules  is  the  responsibility  of  the  department  management. 
Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States 
of  America.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining, 
on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit 
also  includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a 
reasonable  basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  accounting  principles  generally  accepted  in  the  United  States  of  America.  The  schedules  are 
not  intended  to  be  a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities  and  cash 
flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  matenal  respects,  the 
results  of  operations  and  changes  in  fund  balances/property  held  in  trust  of  the  Department  of 
Commerce  for  each  of  the  fiscal  years  ended  June  30,  2004,  and  2005,  in  conformity  with  the  basis  of 
accounting  described  in  note  1 . 


August  15,2005 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  160.  StateCapitol  Building,  PO  Box  201705.  Helena  MT  59620-1705 
Phone  (406)  444-3 122     FA.X  (406)  444-9784     E-Mail  lad(a;mt.gov 
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DEPARTMENT  OF  COMMERCE 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  2005 


PROGRAM  (ORG)  EXPENDITURES  &  TRANSFERS-OUT 

Personal  Services 
Salanes 

Other  Compensation 
Employee  Benefits 
Pergonal  Services -Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Malenals 
Communicattons 
Travel 
Rem 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 


BOARD  OF 

BUSINESS 

INVESTMENTS 

RESOURCES  DIVISION 

;              1.635.994 

$                             1.082.969 

9.565 

154 

404.078 

322.650 

(61.896) 

1.987.741 

1.405.773 

1.015,047 

1.076.016 

60,008 

93.190 

49,592 

49.529 

35.682 

87.575 

183.295 

145.075 

1.663 

24.225 

8.711 

362.224 

284.244 

1.730.073 

1,746,003 

COMMUNITY 
DEVELOPMENT  DIVISION 


500,961 

1,500 

150,091 


652,552 


85,647 
39,537 
13.329 
29.216 
68.888 

2.994 
99,528 


DIRECTOR/MANAGEMENT 
SERVICES 


744.813  $ 


197.775 
(31.370) 


911,218 


468,074 

48,530 

15,841 

5,960 

85.232 

1.063 
9.602 


FACILITV 

HOUSING 

FINANCE  AUTHORITY 

DIVISION 

111.956 

$        1,552.839 

4.760 

9.950 

30.771 

496.966 

1.762 

(26.211) 

149,249 

2.033.544 

34,579 

3.107.278 

2,794 

141.959 

3,269 

98.165 

18,984 

134.773 

16.242 

193.714 

2.405 

498 

106.705 

26,104 

696.065 

MONTANA  HERITAGE 
COMMISSION 


652.928 
202.859 


855.787 


187,493 
105,884 
50,794 
27,764 
41,824 
47.141 
18.565 
119.055 
11.500 


MONTANA 
PROMOTION  DIVISION 


975,330 
308,178 


3,030,265 
200.215 

2.807.829 
133.241 
195,139 

15,252 
444.523 


RESEARCH  & 
COMMERCIALIZATION 


72.197 

1.850 

22.723 


96,770 


7,329.987 

27.779 

2,136.091 


(117.715) 


9.376.142 


4,450 

9.008.849 

3.777 

695.894 

2.141 

3.090.489 

3.777 

476.972 

7.034 

936.443 

51,209 

337 

178,350 

12.060 

2,053,405 

11,500 

634,302 


102,470 


4,481,064 


610,020 


16,503,111 


Equipment  &  Intangible  Assets 
Intangible  Assets 
Total 


6,990 


Capital  Outlay 
Buildings 

Other  Improvements 
Total 

Local  Assistance 
From  State  Sources 
Total 


54.983 
35.245 


90.228 


3.228.691 


3.228.691 


54.983 
35.245 

90.228 

3.228.691 

3.228.691 

Grants 
From  State  Sources 
From  Federal  Sources 
Total 


2.590.000 
3.224.901 


5.814.901 


13.964.709 
5.765.856 


12.958 


8.143.639 


3.434,036 


20.972.720 
17.134.396 
38.107.116 


Benefits  &  Claims 
From  Federal  Sources 
STIP  Distnb  to  Local  Govts 
Total 


1.118,610.806 
1.118.610,806 


33,190,631 


33,190.631 
1.116,610,806 
1.151.601.437 


Transfers 
Accounting  Entity  Transfers 
Total 


100.000 


3.650  000 


3.750.000 


Debt  Service 
Bonds 
Total 

Total  Expenditures  &  Transfers-Out 

EXPENDITURES  &  TRAMSFERS-OUT  BY  FUND 

General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Investment  Tnjst  Fund 
Total  Expenditures  &  Transfers-Out 

Less      Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adiustments 
Actual  Budgeted  Expenditures  &  Transfers-Oul 
Budget  Autnoniy 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Unspent  Budget  Authonty 


2.190.827 

2.190,827 

$       1.124,519,447 

$ 

8.966.677 

$ 

20,722,256 

$ 

4.583.153 

383.618 

3.999.906 

s 

209,973 
14.529.109 
5.983.174 

$             2,629.566 

3.279.075 

1.118.610.806 

1.124.519.447 

8.966.677 

20.722.256 

1.118.570.515 

7.942 

3.664 

275 

(5,481) 

(633.251) 

5.948,657 

8,964,216 

21.351.843 

6,612,419 

9,513,703 

24,930.101 

$                 663,762 

$ 

549,487 

s 

3,578.258 

$ 

141,580 

33,288 

374.619 

$ 

114 

3,385,852 

192,292 

I               651.226 

12.536 

$                663  762 

$ 

549,487 

$ 

3,576,258 

The  schedule  is  prepared  from  the  Statewide  Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS)  without  adjustment 
Additional  information  is  provided  m  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 


1,552,510 


425,419 
1,127.091 


1.552.510 

(25.842) 
(2.143) 


1.580,495 
1,610,708 


6,809 


23,404 


37,555,285 
37,555,285 


264,677         $     85,418,563 


2,595 
(10,427) 


272,509 
301,394 


28,885 


7,045,241 
78.373.322 


85.418.563 

(2.706) 

223.741 

85.197.528 

101.752.227 

16.554,699 


$  1,250 

16.553,449 


28,885  $      16,554,699 


1,032,690 
523,345 


4,973 
10,876 


1,540,186 
2,687,358 


269,943 
877,229 


12,409,680 

107,240 
(32,882) 


12,335,322 
13,435,697 


1.100.375 


1.100.375 


39.746.112 
39,746,112 


7,214,382  $    1,262,624,227 


3,650  000 
3,564,382 


7,214,382 

3.650,546 

(72517) 


3,636,353 
3,650,000 


8,443,126 

31,919,479 

17,977,085 

81,267,565 

4,406,166 

1,118,610,806 

1.262.624.227 

1.122.318.927 

(521,809) 

140,827,109 

164,493,607 


141,694 

4,803,105 

1.452.199 

17.233.560 

35.940 

23,666,498 
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DEPARTMENT  OF  COMMERCE 


PROGRAM  (ORG)  EXPENDITURES  &  TRANSFERS-OUT 

Personal  Services 
Salaries 

Other  Compensation 
Employee  Benefits 
Personal  Services -Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Matenais 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

Equipment  &  Intangible  Assets 

Equipment 
Intangible  Assets 
Total 

Capital  Outlay 
Land  &  Interest  In  Land 
Buildings 

Other  Improvements 
Total 

Local  Assistance 
From  Slate  Sources 
Tola! 

Grants 
From  State  Sources 
From  Federal  Sources 
Total 

Benefits  &  Claims 
From  Federal  Sources 
STIP  Distnb  to  Local  Govts 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Total 

Total  Expendrtures  &  Transfers-Out 

EXPENOrrURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 

State  Special  Revenue  Fund 
Federal  Speaal  Revenue  Fund 
Enlerpnse  Fund 
Internal  Service  Fund 
Investment  Trust  Fund 
Total  Expenditures  &  Transfers-Out 

Less      Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Ad)uslments 
Actual  Budgeted  Expenditures  &  Transfers-Out 
Budget  Authonty 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORrTY  BY  FUND 

General  Fund 

State  Speaal  Revenue  Fund 
Federal  Speaal  Revenue  Fund 
Enterprise  Fund 
Intemal  Service  Fund 
Unspent  Budget  Authonty 


SCHEDULE  OF  TOTAL  EXPENDITURES  S  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  2004 

BOARD  OF 

BUSINESS 

COMMUNITY 

DIRECTOR/MANAGEMENT 

FACILITY 

HOUSING 

INVESTMENTS 

RESOURCES  DIVISION 

DEVELOPMENT  DIVISION 

SERVICES 

FINANCE  AUTHORITi 

DIVISION 

;             1.720.556 

$                            1.126.555 

$                                    466.328 

$                                       727.743 

$ 

106.829 

$     1.451.140 

7.300 

307 

2.500 

136 

5.000 

11.050 

423.763 

309,748 

136.947 

172.373 

26.826 

444.735 

17.417 

44.029 
944.283 

10.903 
153.558 

17.046 

2.169.036 

1.436.610 

625.775 

1.923.971 

305.564 

1.133.999 

190.573 

78,610 

30.632 

2.928.041 

66.614 

106.535 

22.620 

55.167 

4.139 

69.065 

34.594 

65.707 

17.398 

22.987 

5.310 

87.534 

41.449 

96.608 

26,336 

16.576 

20.345 

129.298 

181.824 

138.919 
1.850 

65.050 

97.056 

16.187 

184.819 
2,252 

26.492 

9.487 

3.532 

2.492 

745 

96.300 

324.899 

766.381 

64.588 

31.604 

23.776 

810,802 

981.656 

2.309.486 

410.097 

304.494 

101,134 

4.308.111 

1.168.437.784 
1.168.437.784 


425.000 
3,803,675 


3,162,705 
6.227.835 


1.851.561 

1.851.561 

$ 

1.173,440,037 

$ 

7,985,697 

$ 

10.426.412 

$ 

2,460,763 

475.494 

5.049.440 

$ 

201.366 
3.767.690 
6.457.356 

s 

2.196.784 

2.805.469 

1.166.437.784 

1.173.440.037 

7.985.697 

10.426.412 

1.166.772,579 

501.913 

(956.207) 

1.967 

(71.110) 

5.623,665 

7.481.817 

10.497.522 

6,137,392 

7,921,479 

30.655.526 

$ 

513,727 

$ 

439,66: 

$ 

20.358.004 

s 

1.418 

53.074 

385,170 

$ 

1.324 

20.304.767 
51.913 

$ 

407,813 
105914 
513,727 

i. 

% 

439.662 

$ 

20.356.004 

The  schedule  s  prepared  from  the  Slalewae  Accounting.  Budgeting,  and  Human  Resources  Sj'stem  (SABHRS)  withoui  adiusiment  Additional 
«i*onnation  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 


210.495 


210.495 


1.459.272 


393.592 


174.938 
(128.024) 


1.412,358 
1.544,104 


27,354 


104.392 


131.746 


7,024 


261.716 

22.503 
(23.988) 


263.201 
277.494 


33,710,616 


36.594.057 
36.594.057 


$    6.116.415 
76.125.115 


82.241.530 


281.413 

(219.785) 

82.179.902 

97.953.181 

$   15.773,279 


$        676.639 
15.096.640 


MONTANA  HERITAGE 
COMMISSION 


568.122 
187.590 


261.716  $  62.241.530         $ 


14.293         $   15,773.279         $ 


755.712 


270.400 
94.100 
41.000 
22.173 
8.201 
38.566 
71.890 

119.760 
10.870 


676.960 


2.204 

76.527 

9.612 


88,543 


1,047.506 
473.709 


1,521,215 
3.356 

1.517.857 
2.375.897 

856.040 

325.386 
532.654 


658.040 


MONTANA  PROMOTION 
DIVISION 


914.121 
274.831 


1,899,068 
99,593 

2.637,083 
131.633 
203.261 

11.090 
432,861 


5.414.609 


3.094.602 

3.094.602 

1.027.008 

1.027,008 

100.000 


10.909.786 


106.303 
39.526 


10.763.957 
12.323.628 


1,559.871 


RESEARCH  AND 
COMMERCIALIZATION 


70.833 

2.200 

21.175 


94.208 


4,753 
2,970 
2.392 
4.055 
6,795 

289 

12,118 


3,650,000 


3.650.000 


3.650.000 
1.912.251 


3.650.000 


1.912.251 
3.650.000 


1  737.749 


7.174.227 
28.495 

1.999.988 
89.395 


9.292,105 


6.841.660 

521.003 

2.914.005 

488.473 

902.114 

42.668 

222.317 

2.596,809 

10.670 


14.539.919 


95.541 
16.000 


2.204 

76.527 

9,812 


68.543 


3.094.602 


3.094.602 


6.406.406 
15,718.285 


33.921.111 
1.166,437.784 
1.202.358,695 


3,750.000 


1.293.607.916 


6.312.129 

18.112.727 

18.490.512 

78.583.615 

3.871.149 

1.168.437.764 

1.293.807.916 

1.173,509,649 

(1.354.263) 

121.652.530 

163.038.901 


2.742 

23.980.847 

1.673.730 

15.516.746 

210.306 

41.386.371 
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Department  of  Commerce 

Notes  to  the  Financial  Schedules 
For  the  two  Fiscal  Years  Ended  June  30,  2005 


Summary  of  Significant 
Accounting  Policies 


Basis  of  Accountin" 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  poHcy,  for  its  Governmental  fund 
category  (General,  State  and  Federal  Special  Revenue  Funds. 
Permanent).  In  applymg  the  modified  accrual  basis,  the  department 
records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable  and 
available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs  the 
related  liability  and  it  is  measurable,  with  the  exception  of  the  cost  of 
employees'  annual  and  sick  leave.  State  accounting  policy  requires 
the  department  to  record  the  cost  of  employees'  annual  leave  and  sick 
leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Proprietary 
(Enterprise  and  Internal  Service)  and  Fiduciary  (Investment  Trust) 
fund  categories.  Under  the  accrual  basis,  as  defined  by  state 
accounting  policy,  the  department  records  revenues  in  the  accounting 
period  earned  when  measurable  and  records  expenses  in  the  period 
incurred  when  measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end.  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
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Notes  to  the  Financial  Schedules 


from  the  transactions  posted  to  the  state's  accounting  system  without 
adjustment. 

Department  accounts  are  organized  in  funds  according  to  state  law 
appHcable  at  the  time  transactions  were  recorded.  The  department 
uses  the  following  funds: 


Governmental  Fund 
Category 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


State  Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  (other  than  private  purpose  trusts  or  major  capital 
projects)  that  are  legally  restricted  to  expenditures  for  specific 
purposes.  Department  Special  Revenue  Funds  include  Hard  Rock 
Mining,  Montana  Heritage  Commission,  Treasure  State  Endowment, 
and  Accommodations  Tax. 

Federal  Special  Revenue  Fund  -  to  account  for  proceeds  of  federal 
revenue  sources  that  are  legally  restricted  to  expenditures  for  specific 
purposes.  The  department's  Federal  Special  Revenue  Funds  include 
assistance  programs  such  as  Community  Development  Block  Grants, 
Home  Investment  Partnership  Program  (HOME),  Workforce 
Investment  Act  (WIA)  Labor  Training,  and  Small  Business 
Administration. 


Proprietary  Fund  Category' 


Internal  Service  Fund  -  to  account  for  the  financing  of  goods  or 
services  provided  by  one  department  or  agency  to  other  departments 
or  agencies  of  state  government  or  to  other  governmental  entities  on 
a  cost-reimbursement  basis.  Department  Internal  Service  Funds 
include  the  Investment  Division  and  Commerce  Centralized 
Services. 
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Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  Legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  Legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 


Notes  to  the  Financial  Schedules 


incurred  or  net  income  is  appropriate  for  capital  maintenance,  public 
policy,  management  control,  accountability,  or  other  purposes. 
Department  Enterprise  Funds  include  Facility  Finance  Authority, 
Board  of  Housing,  Board  of  Investments  Industrial  Revenue  Bond, 
and  Section  8  Housing  Program. 


Fiduciary  Fund  Categon 


2.    General  Fund  Balance 


Direct  Entries  to  Fund 
Balance 


4.  Agency  Fund 


Investment  Trust  Fund  -  to  account  for  the  external  portion  of 
investment  pools.  The  department's  Investment  Trust  Fund  includes 
Short  Term  Investment  Pool  (STIP)  investing  activity  for  local 
governments. 

The  negative  fund  balance  m  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  Each  agency  has  authority  to  pay 
obligations  from  the  statewide  General  Fund  within  its  appropriation 
limits.  Each  agency  expends  cash  or  other  assets  from  the  statewide 
fund  when  it  pays  General  Fund  obligations.  The  department's 
outstanding  liabilities  exceed  the  assets  the  agency  has  placed  in  the 
fund,  resulting  in  negative  ending  General  Fund  balances  for  each  of 
the  two  fiscal  years  ended  June  30,  2004  and  June  30,  2005. 

Direct  entries  to  fund  balances  in  the  General,  State  Special 
Revenue,  Federal  Special  Revenue,  Internal  Service,  and  Enterprise 
Funds  include  entries  generated  by  SABHRS  to  reflect  the  tlow  of 
resources  within  individual  funds  shared  by  separate  agencies. 

The  Department  of  Revenue  is  the  administering  agency  over  the 
Bad  Debt  Collections  Agency  Fund.  In  fiscal  year  2004,  an  entry  to 
Property  Held  in  Trust  was  coded  incorrectly  by  the  Department  of 
Revenue.  This  error  resulted  in  the  agency  fund  reporting  a  fund 
balance  for  both  fiscal  years  2003-04  and  2004-05  on  the  Schedules 
of  Changes  in  Fund  Balance  and  Property  Held  in  Trust.  Dunng 
August  of  2005,  a  correcting  entry  was  made  by  the  Department  of 
Revenue. 
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Notes  to  the  Financial  Schedules 


5.   Negative  Fund  Balance  in  The  negative  fund  balances  in  the  Federal  Special  Revenue  Fund  on 

Federal  Special  Revenue  the  fiscal  year  2003-04  and  2004-05  Schedules  of  Fund  Balance  & 

*'"^"  Property  Held  in  Trust  is  the  result  of  accruals  made  for  the 

Community  Development  Block  Grant.  State  policy  allows  federal 
fund  balances  to  be  negative  by  the  amount  of  these  types  of 
accruals. 
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M3-NTANA 

Department  of  Commerce 

DIRECTOR'S   OFFICE 

301  S    Park  Ave     •   PO    60x200501     ♦    Helena    Montana  59620-0501 
Phone  406-841-2700    *   Fax    406-841-2701     »    TDD   406-841-2702    •   hllp //commerce  ml  gov 


RECEIVED 


October  5,  2005 

Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Legislative  Audit  Division 

Room  160,  State  Capitol  Q^j  Q  y  2005 

P.O.  Box  201705 

Helena,  Montana  59620-1705  LEGISLATIVE  AUDIT  DIV. 

Dear  Mr.  Seacat: 

We  have  reviewed  the  recommendations  pertaining  to  the  Department  of  Commerce's 
Financial-Compliance  Audit  for  the  two  fiscal  years  ending  June  30,  2005.  Our  response 
is  as  follows: 

RECOMMENDATION  #1 

We  recommend  the  department: 

A.  Correctly  record  federal  revenue  and  expenditures. 

B.  Record  activity  in  the  correct  fund  according  to  state  law. 

Response: 

A.  The  department  concurs.    The  department  agrees  the  applicable  expenditures  of 
the  Section  8  Voucher  Program  and  the  Montana  Council  on  Developmental 
Disabilities  Program  should  have  been  recorded  as  grants  as  opposed  to  benefits 
and  claims.  Procedures  are  in  place  to  record  these  expenditures  as  grants. 

B.  The  department  concurs.  Board  of  Housing  is  working  with  Management 
Services  and  the  Department  of  Administration  to  establish  a  federal  revenue 
account  for  recording  TANF  loans.  Once  the  revenue  account  is  created.  TANF 
loans  will  be  recorded  as  federal  revenue  accordingly.  In  addition,  the  Board  of 
Housing  is  in  the  process  of  establishing  a  federal  special  revenue  fund  for 
recording  grant  money.  Once  the  fund  is  created,  federal  grant  money  associated 
with  the  Board  will  be  recorded  in  the  fund.  Procedures  have  been  initiated  to 
distinguish  and  record  the  internal  indirect  costs  recoveries  appropriately  to 
federal/non-federal  accounts. 

RECOMMENDATION  #2 

We  recommend  the  department  follow  state  accounting  policy  when  reversing 

accruals. 

Response: 

The  department  concurs.    Procedures  are  in  place  to  assure  the  write  off  of  accruals  from 
prior  years  beyond  one  year  will  be  written  to  fund  balance  directly  in  accordance  with 
state  policy. 
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RECOMMENDATION  #3 

We  recommend  the  department  ensure  the  assets  and  liabilities  recorded  on 

SABHRS  are  valid. 

Response: 

The  department  concurs.  The  Management  Services  Fiscal  staff  has  developed 
procedures  to  ensure  the  trial  balances  of  all  departmental  funds  are  reviewed  periodically 
to  ensure  all  liabilities  and  assets  recorded  on  SABHRS  are  valid. 

RECOMMENDATION  #4 

We  recommend  the  department  and  the  commission  ensure  the  gift  store  inventory 
is  recorded  on  the  accounting  records  as  required  by  state  law. 

Response: 

The  department  concurs.  The  Montana  Heritage  Commission  will  provide  a  gift  store 
inventory  to  the  Management  Services  Division  at  the  end  of  each  fiscal  year  to  properly 
record  the  assets  of  the  Commission. 

RECOMMENDATION  #5 

We  recommend  the  department: 

A.  Require  the  commission  to  report  all  employee  compensation,  including  the 
value  of  free  housing. 

B.  Report  the  value  of  free  housing  as  taxable  income  for  the  affected  employees 
to  the  federal  and  state  governments. 

Response: 

The  department  concurs. 

A.  The  Montana  Heritage  Commission  agrees  the  value  of  free  housing  should  be 
included  in  the  wages  paid  employees.  The  Commission  is  in  the  process  of  determining 
the  appropriate  value  of  the  rent  and  will  report  all  employee  compensation,  including  the 
value  of  free  housing  to  the  DOC  Management  Services  Division. 

B.  The  DOC  Management  Services  Division  will  report  for  the  Montana  Heritage 
Commission  the  value  of  free  housing  as  taxable  income  for  affected  employees  to  the 
federal  and  state  governments. 

RECOMMENDATION  #6 

We  recommend  the  department  accurately  report  current  year  distribution  on  the 

Community  Development  Block  Grant  Performance  and  Evaluation  Report. 

Response: 

The  department  concurs.  The  Montana  CDBG  Program  is  responsible  for  maintaining 
five  different  reporting  systems,  primarily  to  meet  the  requirements  of  the  US 
Department  of  Housing  and  Urban  Development  (HUD).  The  complexity  and  inherent 
duplication  involved  in  the  multiple  reporting  systems  invites  the  problems  identified  in 
the  audit.  The  CDBG  program  is  creating  an  electronic  system  linked  to  SABHRS  to 
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automatically  collect  the  PER  data  as  opposed  to  the  manual  system  currently  used.  The 
CDBG  program  hopes  to  have  the  electronic  system  in  place  by  June  30,  2006. 

RECOMMENDATION  #7 

We  recommend  the  department  develop  and  implement  procedures  to  ensure  it 
complies  with  federal  requirements  prohibiting  contracting  with  suspended  and 
debarred  entities. 

Response: 

The  department  concurs.  The  HOME  Program  currently  requires  all  of  its  grantees  to 
conduct  debarment  checks  prior  to  entering  construction,  architecture,  engineering  or 
consulting  contracts  in  order  to  fulfill  this  requirement.  This  same  procedure  will  now  be 
implemented  to  conduct  debarment  checks  on  cities,  towns,  counties  and  Community 
Housing  Development  Organizations,  prior  to  the  Department  entering  contracts  with 
those  entities. 

My  staff  and  I  will  be  available  to  discuss  the  audit  and  recommendations  with  the 
Legislative  Audit  Committee  at  its  convenience. 


Sincerely, 


XI 


Anthony  J.  Preite 
Director 
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